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INDONESIA - Key Economic Indicators 


1984 1985 1986 1987 


Population (million midyear) 160 163 167 170 
GDP (billions of Rupiah, 1983 constant prices) 76,144 © 80,014 82,475, . ‘85,1 
GDP ($ million, constant prices) 47,650 48,730 50,789 51,9 
GDP per capita ($ at 1987 exchange rate) 330 352 350 393 
GDP per capita ($ at prevailing exchange rate) 531 522 451 393 
GDP (% growth in constant 1983 rupiah prices) 6.0 o35 i a3 
Consumer Price Index (1977/78 = 100) 241.6 252 «2 274.5 298. 
Growth in Consumer Prices 9.1 4.4 8.8 8.9 
Money supply (Rps. billion - Dec. 31) 8,581 20,104. 13,677 12,6 
Foreign Investment Approvals 

(non-oil) ($ million) 2,882 1,107 826 1460 
Net Official Int’1l Reserves ($ million-Dec. 31) 5,720 5,880 §,; 4112 6,80 


External Official Debt 20, 309. “23,067. 30,101 3542 
(Disbursed 


Debt Service ($ million) 3,251 4,937 4,400 5,22 


FY FY FY FY 

GOVERNMENT BUDGET (billions of Rupiahs) 85/86 86/87 87/88 88/8 
Actual Actual Actual Budg 

Routine Expenditures 11,191. 13,599 17,482 20,0 
Development Expenditures 10,873 8,332 8,898 8,89 
Domestic Revenues 19,253 16,140 20,803 2%, 8 
Dev. Receipts (external loans and grants) Tesla SO, toe 6,158 7,16 


BALANCE OF PAYMENTS FY FY FY FY 
($ million) 85/86 86/87 87/88c 88/8 
Actual Actual Prov. Est. 

Overall Balance (change in off. reserves) 160 -469 817 -183 
Current account -1,832 -4,051 <-1,761 -1,7 
Exports, Merchandise (F.0O.B.) 18,612 13,697 18;256 18,9 
Oil and LNG 12,437 6,966 8,740 8,17 


Non-oil 6,175 6,731 9,516 10,8 
Imports, Merchandise (F.0O.B.) 14,200 11,4391 12,899 13;-2 


Oil and LNG sector imports 3,200 2,095 2,366 2,08 
Non-oil 11,000 9,356 10,533 13/1 


U.S.-Indonesian Trade ($ million) 1984 1985 1986 1987 


Indonesian Exports to the U.S. (C.I.F.) 5,867 4,933 3,675 2,84 
U.S. Share of Indonesian Exports (%) es ant 19.8 N/A 
Indonesian Imports from the U.S. (F.O.B.) 1,193 781 918 537 
U.S. Share of Indonesian Imports (%) 9 16.8 oS N/A 


Sources: Bank Indonesia, Central Bureau of Statistics, Department of Finance, 


Investment Coordinating Board, U.S. Department of Commerce, International 
Monetary Fund and Embassy estimates. 


--a 1987 data are entire year, except where noted. 
--b 1987 data are thru september, 1987 
--c 1987/88 data are provisional. 





FOREIGN ECONOMIC TRENDS 


De Summary 


These are challenging times for Indonesia’s economy. After a 
decade of nearly 8 percent annual growth during the 1970’s, 
supported mainly by the international oil market, growth slowed 
drastically as a result of sharp drops in oil prices in the 
1980’s. Average growth in the past 3 years is estimated at 3.8 
percent a year. Indonesia is also operating under a greatly 
enlarged debt burden, the outgrowth of low oil revenues as well 
as a spate of repayments now coming due on commercial borrowing 
from the early 1980’s, and more recently, the depreciation of the 
U.S. dollar vis-a-vis the European currencies and the yen in 
which 60 percent of the debt must be repaid. 


Responding to these changes in the external economic environment, 
the Indonesian Government initiated a number of economic policy 
changes. First, the government adopted a set of austere 
macroeconomic policies. These include lean government budgets 
and anti-inflationary monetary targets of the past 3 years anda 
31.2 percent rupiahs (Rp.) devaluation in September 1986, all 
aimed at arresting the external deficit and maintaining domestic 
fiscal stability. Second, the Indonesian authorities adopted a 
range of measures to strengthen domestic capital formation, 
attract direct foreign investment, and promote the non-oil 
sector. Measures in this category came to be known as 


"deregulation" reforms, because their emphasis was on reducing 
burdensome trade and investment regulations and moving toward 
increased reliance on market forces. 


The performance of the Indonesian economy over the past 2 years 
show these policies have been effective. The inflation rate has 
been in single-digits, a considerable achievement in the face of 
the sizeable devaluation of September 1986. The current account 
deficit shrank more than half from $4.1 billion to $1.8 billion 
between FY 1986/87 and FY 1987/88. The non-oil sector has 
clearly benefitted from the deregulation measures and the 
devaluation: industrial production now accounts for around 15 
percent of GDP compared with 11 percent 5 years ago; non-oil 
exports totaled $9.4 billion during FY 1987/88, up more that 40 
percent from the previous year; and last year was the first in 
recent Indonesian history that non-oil exports were greater than 
oil exports. 


Through these efforts, Indonesia remains current on its foreign 
debt obligations, continues to maintain convertible currency and 
avoids capital controls. 


Austerity has its costs, however. The economic growth rate is 
below 5 percent per annum, the minimum rate Indonesia must 
maintain (with an appropriate sector balance) in order to absorb 
the two million new workers who enter the work force each year. 
Per capita income last year was $393 compared with $531 in 1984, 
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the drop resulting to a large extent from the devaluation. On 
the monetary side, high real interest rates, currently around 
8-10 percent (3-month time deposit rate is around 18 percent), 
have been a financial burden for Indonesia companies. 


Over the short term, sluggish international oil prices and 
Indonesia’s debt services needs will require a continuation of 
macroeconomic restraint. However, growth rates could recover to 
5 percent by 1990 as more benefits accrue from the deregulation 
reforms and the current stabilization program. The non-oil 


sector, particularly non-oil exports, should provide the impetus 
for future growth. 


II. Recent Developments 


According to the latest World Bank estimates, real GDP grew by 

3.7 percent in 1987, virtually the same as the 3.6 percent growth 
of the previous year. This growth rate implies a nominal GDP of 
around Rp. 109 trillion ($66.1 billion), and a per capita GDP of 
$393. Indonesian per capita income has declined sharply over the 
past few years, as measured in dollar terms, mostly as the result 
of the September 1986 devaluation. If the effects of devaluation 
are excluded, per capita growth has been about 4 percent per year. 


The inflation rate (CPI) in 1987 was 8.9 percent, a noteworthy 


achievement in view of the devaluation. The inflation trend 
appears on a downward path: during the first quarter of 1988 the 


CPI increased by 0.92 percent, compared with 1.53 percent for the 
first quarter of last year. 


In his January 1988 budget message, President Soeharto told the 
Indonesian parliament that his government would adhere to the 
economic policies laid out in recent years. He stressed that 
continued deregulation and increased reliance on the development 
of the private sector were the keys to adapting successfully to a 


changing economic environment. Among the projected budget items 
for FY 1988/89 are: 


Domestic government revenues are expected to increase by 5 
percent over FY 1987/88, to Rp.21.8 trillion ($13.1 
billion). Non-oil revenue sources are projected to outpace 
inflation. Income tax, VAT, and import duties are slated to 
post the largest percentage gains, thanks to improved 
efficiency in tax collection and measures replacing 
non-tariff barriers and import duties. 


Routine expenditures are to increase by 15 percent over FY 
1987/88 to Rp. 20.1 trillion ($12.1 billion). The bulk of 





-5- 


the increase is for foreign debt servicing ($6.4 billion), 
accounting for 53 percent of routine expenditures, a 29 
percent jump from the level a year ago. 


Civil service and military salaries will be frozen for the 
third consecutive year. 


Development expenditures are projected to fall by 6.1 percent 
in nominal terms and more in real terms. The following 
sectors were identified as priorities: communication and 
tourism; agriculture and irrigation; mining and energy; and 
regional, rural and urban development. 


Several days before the budget was announced, the government 
announced its latest deregulation package. This package builds 
on earlier ones issued in 1986 and 1987 by continuing to replace 
non-tariff barriers on imports with more transparent tariffs and 
to relax regulation on foreign investment. In addition, the 
package expanded deregulation efforts to encompass export rules 
and procedures and capital market requirements. 


The desire for continuity in economic policy-making was evident 
in President Soeharto’s choices for his new cabinet, unveiled in 
March 1988. Former Finance Minister Radius Prawiro took over as 
the Coordinating Minister for Economic Affairs. Other Prominent 
carry-overs from the previous cabinet include Arifin Siregar 
(from the Central Bank to Trade), J.B. Sumarlin (from Planning to 
Finance), and Hartarto who remained at Industry. Indonesia’s 
Ambassador to Washington, Soesilo Soedarman, was named as 
Minister of Tourism, Posts and Telecommunications. 


One of the first acts of the new Indonesian cabinet was to revise 
substantially approval procedures for government tenders. 
Previously a central procurement team, chaired by the Junior 
Minister of Domestic Products and headquartered at the State 
Secretariat, had to approve all tenders above Rp. 500 million 
($300,000). The new procedure abolishes the State Secretariat’s 
procurement team, decentralizing to the spending agency tender 
approvals for procurements below Rp.3 billion ($1.8 million). 

For procurements above Rp. 3 billion, approvals are now required 
from the Economic Coordinating Minister. 


III. Sectoral Analyses 


Energy: Crude oil and condensate production in 1987 stayed 
essentially flat at 1.39 million barrels a day, up 0.4 percent 
from 1986. Exports of crude oil and condensate averaged 799,000 
barrels a day last year, down 10.8 percent from the previous 
year, However, as world oil prices firmed, export receipts 
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increased by 11.7 percent, to $5,048 million. During 1987, 
Indonesian crude oil sold at an average price of $17.3 per 
barrel, compared with $13.8 in 1986. 


LNG exports continued their recent impressive gains, rising in 
volume by 10.3 percent in 1987 over the year before. LNG export 
receipts were down 10 percent to $2.6 billion, because of an LNG 
pricing formula that is heavily influenced by crude oil prices 
and a rebate for over-charges in 1986. 


Mining: Prices for Indonesia’s three most important minerals, 
tin, nickel, and for copper recovered last year. In December 
1987, U.S. wholesale tin prices were 24 percent higher than a 
year earlier, while nickel and copper prices were 80 percent and 
216 percent higher. This should augur well for the Indonesian 
mineral export sector, whose export earnings have been depressed 
since the early 1980's. 


Since the lifting of the gold export ban in August 1986, gold has 
become a key mineral export. Gold production in 1987 totaled 
3,676 kg, up 10.6 percent from 1986. Gold exports during last 
year amounted to $275 million, far surpassing tin exports of $139 
million, traditionally Indonesia’s most valuable mineral export. 
Gold mining activity is also increasing rapidly. In December 
1987, 26 gold mining contracts were signed, bringing the total 


foreign contracts of work signed since 1985 to 103. Industry 
experts have predicted that Indonesian gold production could 
treble within next 5 years. 


Manufacturing: The industrial sector has been the main 
beneficiary of the rupiah devaluation and the deregulation 
measures. For the past 4 years, this sector has outstripped the 
overall GDP growth rate by around 2 percent a year. Industrial 
production currently accounts for some 15 percent of GDP; 
compared with 11 percent in 1983. According to government 
sources, industrial exports have led this sector, recording a 47 
percent jump during 1987 to $6.72 billion. 


Agriculture: The agricultural sector accounts for almost 25 
percent of the Indonesian GDP, employing about half the labor 
force. The sector has been growing steadily in the 1980’s, led by 
gains in food crops, tree crops, and fisheries. However, growth 
in the past year slowed to 1 percent, mostly attributed to the 
prolonged drought which led to a drop in the output of rice, 
Indonesia’s most important food crop, from 26.5 million metric 
tons in 1986 to 26.3 million metric tons last year. Other food 
crops affected by the drought include soybeans and corn, both 
recording slight output declines in 1987 over the previous year. 


The plantation sector output last year was stable. Palm oil 
production totaled about 1.32 million tons last year, a slight 
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increase from 1.3 million tons of 1986. Exports accounted for 
around 680,000 tons. Palm oil prices in the international 
market, however, recovered sharply during last year, and as a 
result export receipts were higher. International rubber prices 
in 1987 were also higher than the year before, and rubber exports 
for the first 11 months of the year were up 15 percent at $995 
million. 


Plantation. crops, accounting for a third of the total cultivated 
area in Indonesia, has become an important part of the 
government’s effort to boost non-oil exports. Currently about 85 
percent of palm oil and rubber are produced by government 
operated plantations (PTPs). The rest are from private 
plantations, operating under government leases, and small-holder 
production. 


Labor: Indonesia’s total labor force in 1987 is estimated to be 
69 million, up 2.5 million from the previous year. Providing 
jobs for the new entrants to the labor market remains one of the 
Indonesian Government’s highest priorities. 


According to official statistics, around 2 million people were 
looking for work in 1987. This does not include the 
underemployed and those no longer seeking employment. Official 
data show that in the formal sector 23 percent of Indonesia’s 
workers worked less than 35 hours a week, and more than 40 
percent less than a 40-hour week. Underemployment is thought to 
be more widespread in the informal and agricultural sectors, 
which account for 75 percent of Indonesia’s labor force. 


Money and Finance: The money supply (M1) at the end of 1987 
totaled Rp. 12.6 trillion, an increase of only 8.6 percent 
compared with the 15.6 percent increase in 1986. This low level 
of growth is primarily a result of sharp money supply contraction 
in the middle of last year to stem the speculative capital 
outflow; in the month of June alone Ml declined by 6.2 percent 
from the previous month. 


Concern over monetary outflow was also the reason behind the 
February and March 1988 hikes of interest rates on Bank Indonesia 
certificates, which now yield 15.5 percent compared with 13 
percent in January 1988. There were smaller increases in bank 
deposit rates. Three-month time deposits at a private bank now 
yield around 18 percent. 


The finance minister recently announced that he is considering 
taxing interest income from bank deposits. He did not specify 
when the tax will become effective. This tax has vocal 
opponents. Businessmen are worried that any tax on deposits will 
be passed to borrowers in the form of higher interest rates. 
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Others have also raised concerns that the tax could discourage 
domestic savings and encourage capital outflow. According to the 
1983 tax law, which went into effect on January 1984, income tax 
is imposed on all interest income from bank deposits. However, 


the tax was postponed by the president in an effort to encourage 
domestic savings. 


IV. Balance of Payments and Foreign Debt 


The Indonesian Government’s provisional estimate of the FY 
1987/88 current account deficit is $1.8 billion, a substantial 
improvement over the $4 billion deficit in FY 1986/88. The bulk 
of the improvement came from buoyant non-oil exports. The 
balance-of-trade surplus is more than offset by a deficit on the 
services account, largely caused by royalty payments to 


Indonesia’s foreign partners and interest payments on the foreign 
debt. 


Exports: During FY 1987/88 exports recovered sharply according 
to latest government estimates, totaling $18.3 billion, up 33 
percent from FY 1986/87. This growth is the first recorded since 
1984, when exports amounted to $20 billion. Non-oil exports 
totaled $9.5 billion, a 42 percent increase from the previous 
year, while oil and LNG exports amounted to $8.7 billion, a 25 
percent growth from FY 1986/87. Non-oil export growth was broad 
based, and included large gains in both traditional goods, such 
as rubber and minerals, as well as manufactured exports, such as 
textiles, wood products, and processed food. 


Imports: The government’s provisional estimate for FY 1987/88 
shows total imports of $12.9 billion on a balance payment basis, 
up 13 percent from FY 1986/87. Despite this increase, Indonesian 
imports remain well below the 1981 peak of $23.3 billion, 


reflecting the macroeconomic adjustment policies of the past few 
years. 


Official Reserves: Indonesia traditionally has kept its official 
reserves high in order to support its open capital account and a 
convertible currency. While some speculative capital flowed out 
of the country in the first half of 1987, the flow reversed in 
mid year due to the government’s decisive actions in defense of 
the rupiah. By the end of 1987, net foreign exchange reserves 
stood at $6.8 billion, up $1.4 billion from a year earlier, or 
equivalent to about 6 months of imports. 


External Debt: As of September 30, 1987, Indonesia’s official 
debt totaled $35.2 billion. The government has classified 80 
percent of this debt as soft-term or semi-soft-term. According 
to the Indonesian Government, the debt service on the official 
debt accounts for around 35 percent of current export of goods 
and services earnings. In addition, Indonesia carries private 
debt of around $12 billion, pushing the overall debt service to 
42 percent of total export earnings. 
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The sharp increase in Indonesia’s debt service ratio over the 
past few years stems from a number of factors. First the U.S. 
dollar depreciation over the past 2 years has driven up interest 
and amortization payments on debts denominated in European 
currencies or the yen, about 60 percent of all official debt. 
This has taken place at a time of depressed world prices for oil 
and coffee, two of Indonesia’s main exports. Finally, Indonesia 
is now facing rising repayment obligations from the commercial 
debts secured during the early 1980’s. These forces have pushed 
the Indonesian debt service-to-export ratio for official debt 
from about 13 percent in 1979 to 35 percent last year. 


For the short term, despite a large reduction in the current 
account deficit, Indonesia’s debt service burden will not decline 
rapidly. The weak oil market, the demanding repayment schedule, 
and the development needs of the country remain the main 
impediments. The management of foreign debt thus will continue 
to be one of the most debated economic issues in Indonesia. 


V. Implications for the United States 


Marketing and investment opportunities abound in Indonesia for 
American business, particularly for products and services that 
can assist Indonesia in its drive to increase non-oil/gas exports. 


Investment: Indonesia can offer rewarding opportunities to the 
American investor. For 1987 foreign investment approvals totaled 
$1.5 billion, of which $90 million was to U.S. companies. 


Foreign investments must be made through joint ventures with 
Indonesian companies or individuals. In general, the Indonesian 
partner must hold at least 20 percent ownership, increasing to 51 
percent within 15 years. Exceptions exist if, for example, 
production is geared to the export market or is in a remote 
location. The Indonesian Government directs and limits 
investments to specific sectors through its Investment Priority 
List (DSP). Special regulations and policies exist for the 
minerals, oil/gas, banking and insurance sectors. The maximum 
tax rate on corporations and individuals is 35 percent. 

Indonesia maintains a free. foreign exchange system and has an 
investment guaranty agreement with the United States, thus 
permitting OPIC insurance coverage. A bilateral tax treaty has 
been negotiated that will come into effect following ratification 
by the U.S. Senate. 


The Indonesian Government actively promotes foreign investment 
with the Investment Coordinating Board (BKPM) playing the lead 
role. To improve the investment climate the government revised 
numerous regulations in 1986 and 1987 to broaden and facilitate 
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business activity for both foreign and domestic investors. The 
government has begun to move away from policies which favored 
import substitution and protection of local industries towards 
policies stressing an export-oriented, internationally 
competitive environment. This changeover will take several years 
to complete, and the next few years will be a transitional period. 


Despite recent improvements, Indonesia has a reputation as a 
difficult place to do business. To those new to the country, 
Indonesia’s regulatory environment can be tangled, confusing and 
frustrating. Although the government in 1986 and 1987 broadened 
the sectors on the DSP list open to foreign firms, some sectors 
still remain closed. Other policies, such as general 
requirements to hire Indonesia nationals for all but senior 
management positions, also influence investment decisions. 


During 1987, considerable media attention in Indonesia focused on 
corruption and its economic costs. This issue was actively 
debated during the spring 1987 election campaign, several times 
in Parliament and in the March 1988 “super Parliament" session. 
In his speech to the opening session of Parliament in October 
1987, President Soeharto stated that anti-corruption efforts must 
continue. The draft “State Policy Guidelines," which form the 
basis of the next 5-year development plan, call for better 
implementation of existing anti-corruption laws. 


The cost of labor is low and the government fosters the 
development of employment creating industries. In a recent 
Kompass interview, Industry Minister Hartarto emphasized new 
investments should be in labor intensive industries where 
Indonesia has a comparative advantage. He gave the following 
comparison of hourly wage rates: Hong Kong ($1.81), Taiwan 
($1.60), South Korea ($1.57), Thailand ($0.53), and Indonesia 
($0.23). According to Hartarto, Indonesia can also draw on and 
develop its natural resources, exporting wood products, 
plantation agriculture products, and ocean resources. To 
strengthen further non-oil exports the World Bank has also been 
providing assistance to the Export Support Board which provides 
technical assistance to the business community. 


Trade: The government’s push to stimulate non-oil exports 
presents numerous trade opportunities, both in traded goods and 
in services needed to support this drive. According to the 
Indonesian Central Bureau of Statistics, non-oil exports for 1987 
totaled $8.6 billion, a 31 percent increase over the comparable 
period in 1986. Over three-fourths of this total is classified 
as industrial sector products. It remains heavily dominated by 
exports of wood products, textiles and garments, and rubber 
products. Nevertheless, the product classifications of 
particular interest are those where export volumes and values are 
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still small, but growing. In many cases these products have been 
exported for the first time in 1987. 


Comparing statistics for January-November 1986 and 1987, exports 
are recorded for 228 tariff classifications in 1987 that 
heretofore had not been exported. With few exceptions export 
values in a given classification are low (less than $1 million 
each), but these goods represent a significant broadening of 
exported items, and it will be from such small beginnings that 
the future export growth will come. Some new products being 
exported in 1987 include: polyvinyl chloride in other primary 
forms ($2.5 million); bars and rods of other copper alloys 
($227,000); weaving machines ($502,000); and slide fasteners 
($343,000). Total first-time exports were $6,963,000 in 1987. 


Of the tariff classifications for which exports occurred in both 
1986 and 1987, increase in value terms were registered in 145 
classifications in 1987. Examples of high growth items include: 


1986 1987 
($ thousands) 


Products of fish, 

crustaceans and mollusks 216 2,025 
Photo film 186 3, 559 
Polyester chips 50 5, 623 
Porcelain sinks 950 3,265 
Bars/rods of unalloyed 

copper round form 111 10,680 
TV/radio parts 504 4,170 
Aircraft parts 1,202 1,625 
Floating structures 

other than vessels 204 7,696 
Brooms & brushes 735 1,012 
Tennis balls 1,416 1,688 


A number of new exports require inputs and capital goods as these 
sectors expand. Along with the competitive edge given by a 
depreciated dollar, aggressive marketing and market development 
could produce dividends on many fronts. 
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